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Michael Thomas, EA.D.
Superintendent
Capital School District
Dover, Delaware

and

Valerie Woodruft
Secretary of Education
Department of Education
Dover, Delaware

SUBJECT: CAPITAL SCHOOL DISTRICT CONSTRUCTION

We have performed the procedures enumerated below, which were agreed to by Capital School
District, the State of Delaware, Department of Education and the State of Delaware, Office of Auditor of
Accounts, solely to assist you in evaluating whether the School District complied with 29 Del. C. ¢. 75,
the State of Delaware Budget and Accounting Manual, and the Department of Education’s School
Construction Technical Assistance Manual for the fiscal year ended June 30, 2005. This agreed-upon
procedures engagement was performed in accordance with Government Auditing Standards [GAS
(2003)) issued by the Comptroller General of the United States and the aftestation standards
established by the American Institute of Certified Public Accountants that have been incorporated by
the GAS (2003). The School District's management is responsible for complying with 29 Del. C. ¢. 75,
the State of Delaware Budget and Accounting Manual, and the Deparment of Education’s School
Construction Technical Assistance Manual. The sufficiency of these procedures is solely the responsibility
of those parties specified in the report. Consequently, we make no representation regarding the
sufficiency of the procedures described below either for the purpose for which this report has been
requested or for any other purpose.

Our procedures and findings are as follows:

1. We determined that the School District complied with the prior fiscal year's recommendations, if
applicabile, by reviewing these recommendations and verifying through inquiry and observation that the
recommendation has been impiemented.

There were several recommendations in the prior fiscal year.
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STATUS OF PRIOR YEAR FINDINGS
PROCEDURE

Determine that construction project records were accurate and expenditures were made in
accordance with the intent of the project scope mandated by the General Assembly, the Department
of Education and the local Board of Education.

BONDING REQUIREMENTS/INTERNAL CONTROLS

AUDIT STEP

Review Capital School District's bid files to determine whether the District required each trade contractor
to provide the required performance bond.

FINDING

Paragraph 8.3.1 of the Agreement between Owner And Construction Manager at Risk states, “The
Construction Manager shall require each Trade Contractor fo furnish performance bonds covering
faithful performance of its Work and payment of obligations arising under the subconfracts. The
Construction Manager shall supplement all such bonds provided to assure that the total surety
obligations equal or exceed the total cost of the Work then in place or to be performed pursuant to
executed subcontracts, which supplementary bonds may be obtained through the Construction
Manager’s usual source and the cost thereof shall be included in the Cost of the Work. The amount of
each bond shall be equal to one hundred percent (100%) of the Contract Sum for each subcontract.”

During the review, it was disclosed that nine subcontractors were given “exempt status” and were not
required to provide performance/payment bonds. Further review disclosed that in some instances the
District was offered and accepted credits (by subcontractors) in lieu of having to provide the bonds as
required by law. These credits had been arranged by the construction manager and were
subsequently approved by Capital School Distict. Documentation provided by the consfruction
manager disclosed that several of the subcontractors had not been required to provide the required
bonds because those requirements had not been written into the original contract proposals.

We noted that in three cases the conshiuction manager had “dropped the ball” and had simply
forgotten to require the bonds after the contract award phase. However, correspondence reviewed
suggested that the construction manager made an attempt to obtain the bonds from three sub-

contractors as the projects were nearing complefion.

RECOMMENDATION

We recommended that Capital School District adhere stictly to the State's bid iaws on future
construction projects by ensuring that the construction manager is obtaining the required bonds prior to
the actual start of construction.
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STATUS

During our cument year procedures, we nofted that there were no new construction projects.
Management is aware of these requirements and will adhere to these bid laws on any future
construction projects. This finding is no longer applicable.

COMMINGLING OF PROJECT FUNDS

AUDIT STEP

Review Capital School District’s construction project records and files (fiscal year 2002 and prior years)
to determine whether expenditures were accurate and made in accordance with the intent of the
project scope as mandated by the General Assembly, the Department of Education and the local
Board of Education.

FINDING

During the construction phase, funds budgeted for site preparation work at Booker T. Washington
Elementary School and Willlam Henry Middle School sites were found to have been commingled.
Additionally, the construction work for the two schools had been included into one bid package.

Cormrespondence from construction files indicated that this led to a major problem tracking and
accounting for real/accurate costs associated with each school. Furthermore, per construction
documentation, most of the costs associated with site preparation work were funded from the William
Henry Middle School budget, and it was estimated by District officials and Bancroft construction that a
total of $1 million should be transferred from the Booker T. Washington project back fo the William Henry
Middle School project. Correspondence from Bancroft Construction to the District and the District's legal
representative dated November 2, 2001 stated that the Booker T. Washington project had a budget
overage and that a transfer of funds should be made.

A further review of construction comespondence dated May 23, 2002 indicated that the commingling
of funds situation had not been corrected.

RECOMMENDATION

We recommended that Capital School District take necessary action to ensure that the accounting for
construction costs at each facility can be properly accounted for and fracked by appropriation, which
was the intended purpose within the referendum.

STATUS

We noted that there were no new construction projects during 2005. Management is aware of these
requirements and will adhere to them on any future construction projects. This finding is no longer
applicable.
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EXPENDITURES AND INTERNAL CONTROLS

AUDIT STEP

Review Capital School District's construction project records and files (fiscal year 2002 and prior years)
to determine whether expenditures were accurate and made in accordance with the intent of the
project scope as mandated by the Generai Assembly, the Department of Education and the local
Board of Education.

FINDING

Our review of expenditures noted that several invoices for payments submitted to the District from the
architectural firm doing work at William Henry Middle School contained balances due from work
previously billed. We noted that on one invoice dated December 4, 2001, a total of $104,125 was
included for charges that were billed back on July 3, 2001. The architect began adding interest
charges to invoices that contained amounts for payment from previous months. We noted that in
severdl instances the architect would delete these as time passed.

AIA Document B-141, Standard Form of Agreement Between Owner and Architect Where the
Construction Manager is NOT a Constructor-Construction Manager - Advisor Edition, Article 8,
Termination, Suspension or Abandonment, paragraph 8.4, states “Failure of the Owner to make
payments to the Architect in accordance with this Agreement shail be considered substantial non
performance and cause for termination.”

Paragraph 8.5 also states that “If the Owner fails to make payment when due the Architect for services
and expenses, the Architect may, upon seven days written notice to the Owner, suspend performance
of services under this Agreement. Unless payment in full is received by the Architect within seven days
of the date of the notice, the suspension shall take effect without further notice.”

The District is now at odds with several of the architects who have conducted work on various phases of
each project saying that things left out of schematic drawings (omissions) have resulted in at least
$500,000 in additional construction costs to the District.

In one instance, the District has withheld any further payments to an architectural firm saying that it
have been overpaid the sum of $44,000. That architectural firm contends that its seven percent fee is
based on “estimated costs of the project” and that this was based on a verbal agreement between its
firm and the District’s legal council. Conversely, the District contends that the architectural firm was fo
be paid a fee based on “actual construction costs.” Until resolved, the architectural firm is withholding
all “as-built drawings” as a result of nonpayment. The Distiict and the architect are moving ftoward
arbitration in accordance with Article 7 of the AIA agreement (ARBITRATION). The final resolution may
not be determined until fiscal year 2005 or fiscal year 2006.

RECOMMENDATION

We recommended that the Capital School District continue with the arbitration of this issue to a final
resolution. Subsequent fo a resolution of this issue, the District should obtain the “as-built drawings” from
the architectural firm and forward them to the State of Delaware, Division of Archives.
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STATUS

During our current year procedures, we noted that a final resolution was made between the
architectural firms and Capital School District. The "as-built drawings" were sent to the State of
Delaware, Division of Archives during 2005. This finding is no longer applicable.

CASH MANAGEMENT

AUDIT STEP

Review the DFMS report and update the schedule of construction projects examined and determine
whether Capital School District is in compliance with Title 29, Del. Code Section 751 6, titled Reversion of
Local Share and Title 29, Del. Code Section 7515, titled Reversion of Unexpended State Share.

FINDING

Our review identified two school construction projects (New Elementary School and the High School
Roofing Project) funded by the fiscal year 1995 and 1997 Bond Bill, respectively. Although both
projects were completed, they have outstanding local fund unencumbered balances totaling $9,675
with no authorization for fund continuance. Title 29, Del. Code Section 7516, titled Reversion of Local
Share states that “Any sum of money which has been appropriated by any local school district under a
school construction bond authorization act which remains unexpended 1 year after pupil occupancy
of any school building constructed under the school construction bond authorization act authorizing
the construction shall be deposited to the debt service account of the school district...“. This finding is
due to management oversight.

RECOMMENDATION

We recommended that the District revert the $9,675 to its Local Debt Service Account.

STATUS

During our current year procedures, we noted that as of June 30, 2005, the $9,675 balance of
outstanding local fund unencumbered funding had not been adjusted. However, the funding was
reverted fo the District's local debt service account on August 19, 2005. This finding is no longer
applicable.

We determined that prior fiscal year and fiscal year 2005 construction project records were accurate
and expenditures were made in accordance with the intent of the project scope mandated by the
General Assembly, the Local Board of Education and the Department of Education by applying the
procedures described in the construction program checklist prepared by the State of Delaware, Office

of Auditor of Accounts.

Our procedures disclosed no instances of noncompliance that resulted in adjustments or findings and
recommendations.
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We reviewed the School District’s Schedule of Construction Projects Examined (See Exhibit A) pertaining
to all activity for fiscal year 2005 and determined that this information was accurate and complete.

We agreed current year expenditures and unspent balances to the DFMS cumulative budgetary
activity report for June 30, 2005. In addition, we verified funding amounts against certificates of
necessity authorizing such amounts.

Our procedures disclosed no instances of noncompliance that resulted in adjustments or findings and
recommendations.

The results of our procedures were discussed and fully explained to Mr. Sean Sokolowski at a
conference held on March 31, 2006.

We were not engaged to, and did not, conduct an examination, the objective of which would be the
expression of an opinion on the School Distict's compliance with 29 Del. C. c. 75, the State of
Delaware, Budget and Accounting Manual, and the Department of Education’s School Construction
Technical Assistance Manual. Accordingly, we did not express such an opinion. Had we performed
additional procedures. other matters might have come to our attention that would have been reported
to you.

This report is intended for the information and use of the School District management and Board
Members, Department of Education, Office of the Governor, Office of Controller General, Office of
Attorney General, Office of Management and Budget, Department of Finance and Office of Auditor of
Accounts, and is not intended fo be and should not be used by anyone other than these specified
parties. However, under 29 Del. C., Section 10002(d), this report is a public record and its distribution is
not limited.

M«m.m "
- 4 4’7““%
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